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MEASURE: H.B. No. 1517
TITLE: Relating to the Public Utilities Commission.

Chair Herkes and Members of the Committee:

DESCRIPTION:

This bill requires the Public Utilities Commission (“Commission”) to consider the
need to reduce the State’s reliance on fossil fuels through energy efficiency as
well as •increased renewable energy generation. The bill also allows the
Commission to take the consequences of importing fuel into consideration when
making determinations about costs of capital improvements and operations.

POSITION:

The Commission does not object to this bill.

COMMENTS:

The Commission is well aware of the tension between reducing the State’s
reliance on fossil fuels and the short-term impact on rates. A policy determination
by the legislature and guidance to the Commission can help clarify the weight
these considerations should receive as decisions are made.

Thank you for the opportunity to testify.
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Western States Petroleum Association

House Committee on Consumer Protection & Commerce

DATE: Wednesday, February 23, 2011
TIME: 2:05 P.M.
PLACE: Conference Room 325
RE: HB 1517: Relating to Public Utilities Commission

I am testifying on behalf of the Western States Petroleum Association (known as WSPA) with
comments in opposition to RB 1517. WSPA is a non-profit trade association representing a
broad spectrum of petroleum industry companies in Hawaii and five other western states.

HB 1517 requires the PUC to consider the need to reduce the State’s reliance on fossil fuels
through energy efficiency. It allows the PUC to take the consequences of importing fuel into
consideration when making determinations about costs of capital improvements and operations.
While we support the broad goals of promoting energy efficiency and promoting the
development of feasible indigenous sources of renewable energy, this measure does not serve the
greater and comprehensive vision necessary to implement the state’s energy policy.

We believe the PUC currently has broad authority to implement the state’s energy policies and
that modifying the PUC’s criteria on a piecemeal basis will not serve to further the state’s
interests. Technological progress, improvements in information management, and other
evolving economic trends all raise the possibility that imported renewable energy and petroleum
supplies, as well as locally produced renewable energy sources, will factor into Hawaii’s future
energy supply portfolio.

This measure, as well as other similar measures being considered by the legislature this year,
purports to tip the balance away from considering cost to the consumer and to place an overly
broad ability for the PUC to adopt policies without sufficient regard to economic impact to the
state. We believe that the key is to support, promote and increase the availability of new
technologies and renewable energy without impairing the state’s economic future and that the
PUC’ s existing authority allows it to do so. We strongly support flexibility and the maintenance
of all options to meet Hawaii’s growing energy needs.

Therefore, we respectfully oppose this measure.

841 Bishop Street, Suite 2100, Honolulu, Hawaii 96813
(808) 447-1840
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Room 325
(Testimony is 5 pages long)

TESTIMONY IN SUPPORT OF HB 1517, SUGGESTED AMENDMENTS

Chair Herkes and members of the Committee:

The Blue Planet Foundation supports HB 1517, a measure which provides the public utilities
commission (PUC) additional guidance and authority in considering the implications of fossil
fuels, fuel price volatility, greenhouse gas emissions, and long-term costs.

The PUC has a number of critical dockets before them that will determine much of Hawaii’s
energy future. Blue Planet feels that it is essential that the PUC be given broad discretion in
considering the myriad implications of Hawaii’s reliance on fossil fuels in their decision making.
We believe such guidance and authority to the PUC will result in more optimal energy planning
for Hawaii’s future.

Blue Planet believes, however, that further policy changes are necessary for the PUC to
effectively navigate Hawaii’s transition to clean energy. We will iterate some of those changes
here and hope that they can be incorporated into future drafts of this measure. Blue Planet is
happy to provide this Committee amended language to accomplish the legislative action
described below.

Challenges requiring policy solutions within the Commission

Navigating the major transition to Hawaii’s clean energy future requires a significant change in
the regulatory structure. New policies are needed to align utility profitability with Hawaii’s clean
energy future, provide independent oversight of grid reliability and interconnection, and other
changes.

Hawaii’s electric utilities are currently regulated such that their fiduciary responsibility to
advance the interests of their shareholders puts their goals at odds with the public interest in
moving as rapidly as possible toward energy self-sufficiency. Existing laws give the utility little

Jeff Mikulino, executive director • Jeff@biueplaneffounciation.org
55 Merchant Street 1 7th Floor • Honolulu, Hawaii 96813 • 808-954-6142 • blueplanetfounclation.org



economic incentive to pursue clean energy projects. Long-term utility profits are tied mostly to
capital investments that the utility makes, encouraging them to purchase expensive new plants
or undertake major upgrades to existing ones. Since third-party renewable energy projects
displace the need for utility investments, and energy efficiency reduces electricity use, the utility
does not profit directly from such clean energy initiatives.

Further, adding substantial amounts of renewable energy and energy efficiency will render
existing fossil generation facilities useless, leaving the utility holding the bag with “stranded”
investments on their books. Finally, when the utility purchases power from independent power
producers, like large solar farms, the utility is exposed to additional financial risk (something it
can’t afford, given its current credit rating of triple-B minus, one notch above junk bond status).
These institutional barriers—decreasing sales on top of increasing costs to enable a system that
doesn’t help their bottom line—makes change incredibly difficult for the utility.

What’s needed here is institutional acupuncture.” The Public Utilities Commission (PUC) should
be directed to implement a “performance incentive mechanism” to reward the utility for
achieving clean energy goals. This will give Wall Street reasons to invest in the utility and help
fund Hawaii’s clean energy transition. The PUC should also be given guidance to adopt a policy
allowing for the recovery of the utility’s “stranded assets,” preventing these facilities from
becoming anchors that restrain clean energy progress.

Changes also need to be made on a broader scale. Hawaii’s current utility regulatory structure
is a holdover from the 1 9°~ century. A vertically integrated monopoly that controls all aspects of
electricity generation, transmission, and distribution no longer makes sense in a world where
entrepreneurial independent power producers (including homeowners and business owners),
enabled by technological advances, can develop Hawaii’s renewable energy resources.

Hawaii’s electric utilities control the economic conditions and pace at which clean energy
investments occur in Hawaii. The following problems arise:

• Market signals. There is a lack of transparent market price signals in Hawai’i because
renewable energy projects can sell power only to utilities. This slows and hampers clean
energy investment.

• Utility controL Utilities manage the price, terms and conditions and pace at which
renewable projects are developed through control of Power Purchase Agreement (PPA)
negotiations and competitive bidding processes.

• New technologies. Utilities determine when, at what pace, and the terms and conditions
new technologies can be utilized to accommodate additional renewable generation (e.g.,
Demand Response and storage, which can be used to provide ancillary services and
supply capacity).

Change cannot and will not happen under the existing regulatory structure. Therefore, changes
to the state’s electricity markets must be undertaken with the goals of removing utility control
over who gets to generate electricity and replacing it with control by a neutral entity the goal of
which is to establish rules that will leads to energy self-sufficiency for Hawaii.
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Regulatory solutions within the commission to accelerate clean energy

Policy solutions are available—and modeled elsewhere—to achieve the important regulatory
objectives of the commission. These include:

• Establishment of a formal independent process to establish reliability and
interconnection standards for clean energy;

• Legislative policy direction supporting the recovery of costs for ‘stranded assets, to
create a “performance incentive mechanism” to reward the utility for achieving clean
energy goals;

• Unbundling ancillary services and perhaps electricity transmission and generation; and
• Adequate funding, staffing, and resources for the commission.

Independent reliability and interconnection standards

Ensuring reliable electricity while enabling private clean energy producers to access Hawaii’s
power grids requires the establishment of formal, objective, and verifiable reliability and
interconnection standards. This is best achieved by replacing utility control of grid access with
control by a neutral entity tasked with establishing reliability and interconnection rules that
encourage clean energy development in all appropriate forms. Such a third-party oversight
model for grid access has succeeded elsewhere in democratizing power production.

Hawaii’s main utility is the only major electric utility system in the United States that is not
subject to any formal and transparent bulk power electric reliability standards. Hawaii was
exempted from federal mandatory electric reliability standards applicable to all mainland electric
utilities established by the North American Electric Reliability Corporation (NERC) and approved
by the Federal Energy Regulatory Commission (FERC). Today there are no reliability standards
upon which to objectively assess impact of additional renewable energy projects, such as new
distributed solar projects.

Hawaii’s main utility’s systems are not currently planned and operated according to NERC
equivalent reliability standards. Virtually all electric systems in the continental United States
operate under NERC reliability standards. Hawaii’s utility’s systems are basically the same as
other United States systems operating under NERC reliability standards insofar as all systems
must maintain adequate voltage, balance supply and demand in realtime, and maintain system
stability. The experience of the Electricity Reliability Council of Texas and New Zealand
demonstrates that formal reliability standards are appropriate and utilized not only in North
America, but on isolated electric grids similar to those in Hawai’i.

Historically, a compelling need did not exist for formal bulk power electric reliability standards in
Hawaii, as Hawai’i was not electrically interconnected with the mainland, nor were individual
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island grids interconnected to each other. But with the increase in distributed power systems,
the need for reliability and interconnection standards is clear.

Formal bulk power electric reliability standards and measures are essential to objectively assess
grid reliability impacts for any electric utility and to insure reliable grid operation. The standards
will:

• Provide an objective basis by which to measure the level of and trend in system
reliability in general; and

• Provide an objective basis to measure the reliability impacts, if any, of incorporating
increasing quantities of intermittent renewable energy resources.

Due to the absence of formal reliability standards, the Hawaii’s main utility is at present under
no requirement to publish official reports concerning compliance with standards. Reporting on
compliance with formal reliability standards will allow verification and increased knowledge and
understanding about reliability issues by the Public Utility Commission (PUC) and stakeholders.

Hawaii’s clean energy transformation requires formal and transparent bulk power electric
reliability standards. Since the potential exists for trade-offs between system reliability and
greater utilization of renewable energy, it is essential to have bulk power electric reliability
standards in place to provide a benchmark to measure over time the impacts of additional
renewable energy integration. Further, formal and transparent electric reliability standards
provide the reliability and operational rules of the road for various stakeholders: utilities,
independent power producers, renewable energy developers, regulators, and others.

The process used by NERC to establish and maintain bulk power reliability standards is open,
transparent and utilizes significant stakeholder involvement to develop and modify the
standards. The hallmark of the NERC standard-selling process is that an entity other than the
local utility manages the process and maintains an open and transparent process with
substantial stakeholder participation. This also ensures that interested parties that may make
important substantive contributions to the standards and capacity determinations are not
excluded from the process.

Reliability standards could be established by an independent council attached to the PUC,
through a contract administered similar to the Public Benefits Fund for efficiency, or some other
arrangement—as long as the standards are developed in a formal, objective, and independent
manner. These standards for grid interconnection should then apply to all producers of clean
energy who wish to access the electricity grid.

Aligning utility incentives with clean energy

To encourage greater utility support for integrating non-fuel renewable energy onto Hawaii’s
electricity grids, a policy should be established to allow for the recovery of the utility’s “stranded
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assets”—existing power plants and other fossil facilities—preventing these facilities from
becoming anchors that restrain clean energy progress. Further, the PUC should be required to
consider a ‘performance incentive mechanism” to reward the utility for achieving clean energy
goals. This will align the financial decision making within the organization with achievement of
Hawaii’s aggressive clean energy goals. It will also give Wall Street reasons to invest in the
utility and help fund Hawaii’s clean energy transition.

Finally, the PUC should be required to direct the electric utilities to “unbundle” or separate
ancillary services and procure those services from non-fossil fuel sources. The Federal Energy
Regulatory Commission (FERC) defines ancillary services as those “necessary to support the
transmission of electric power from seller to purchaser given the obligations of control areas and
transmitting utilities within those control areas to maintain reliable operations of the
interconnected transmission system.” Unbundling of such ancillary services is commonplace in
other utility markets. This measure will create competitive markets that will most efficiently
determine the suppliers and prices for many ancillary services. The bill also helps to foster
Hawaii’s clean energy future by requiring electric utilities to purchase ancillary services derived
from sources other than fossil fuel (including but not limited to energy storage and demand
response measures)—if feasible and reasonably economical.

Of course, none of the important PUC policy and regulatory work will be complete without
proper funding and resources. Blue Planet fully supports allocating 100% of the Public Utilities
Commission special fund to the PUG.

Please forward HB 1517 with these added critical policy changes to help Hawai’i create a
robust, modern power system that fosters innovation and puts Hawaii’s clean, indigenous, and
renewable energy sources to work for Hawaii’s people. We are more than happy to work with
this Committee and provide suggested amendments to achieve these objectives.

Thank you for the opportunity to testify.
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Sierra Club
•~0Hawai i Chapter

70 6ox 2577, Honolulu, HI 96803
803.638.6616 hawaii.chapter@aIerraclub.org

HOUSE COMMITTEE ON CONSUMER PROTECTION & COMMERCE

February 23, 2011, 2:05 P.M.
(Testimony is 2 pages long)

TESTIMONY IN SUPPORT OF HB 1517 HD1 WITH PROPOSED AMENDMENTS

Aloha Chair Herkes and Members of the Committee:

The Sierra Club of Hawai’i, with 8,000 dues-paying members and supporters, suppor~~HB 1537
HD1. This measure would require the Public Utilities Commission to consider the need to
reduce the State’s reliance on fossil fuels. We propose amending the language, however, to direct
the PUC to take reasonable steps to reduce Hawai’i’s fossil fuel addiction.

Hawai’i imports 50 million barrels of oil annually -- 80% ofwhich comes from foreign sources.
In addition, over 805,000 tons of coal is imported annually and together these two sources
amount to 92% of energy generation in Hawai’i. Our heavy reliance on fossil fuels leaves
Hawai’i vulnerable to the fluctuation of global markets beyond our control. In the summer of
2008, we saw prices skyrocket to $140 a barrel causing our island community to suffer as our
dangerous over-reliance on fossil fuels upset our economy.

In addition, our current fossil fuel consumption contributes over 23 million tons of greenhouse
gases to our atmosphere annually. There is now indisputable scientific evidence that carbon gases
trap the suns heat and is gradually raising the temperature of our planet leading to the melting of
the polar ice caps and a subsequent rise in sea levels - something extremely worrisome for our
island community.

To this end, we support HB 1517’s intent to reduce Hawai’i’s dependence on fossil fuels. We
believe the proposed language, however, could be stronger. The Legislature is supposed to set
public policy and not simply leave consideration of Hawaii’s fossil fuel addiction up to the PUC.
We suggest amending the measure to direct the PUC to advance policies that actively reduce our
fossil fuel consumption. This comports with Hawai’i’s renewable energy goals and need to move
expeditiously towards clean energy.

“(b) The public utilities comission shall [concidcr
thc nocd to] take all reasonable efforts to reduce the
State’s reliance on fossil fuels through energy

0 Recycled Content Robert D. Harris, Director
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efficiency and increased renewable energy generation
in exercising its authority and duties under this
chapter. [In making pertinent determinations about
the reasonableness of costs of utility system capital
improvements and operations, the commission shall
explicitly consider, quantitatively or qualitatively,
the fact that the State’s reliance on fossil fuels
results in price and supply volatility, increased
costs assodiated with importing fuel, and greenhouse
gas cmissions.J The commission may determine that
short—term or direct costs of alternative energies
that are higher than costs associated with fossil
fuels are reasonable, considering the consequences of
the use of fossil fuels.”

(removed language in brackets and stuck out, new language underlined).

Mahalo for the opportunity to testi5’
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